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CHAPTER 46

WITHHOLDING
[Prior to 12/17/86, Revenue Department[730]]

701—46.1(422) Who must withhold.

46.1(1) Requirement of withholding.

a. General rule Every employer maintaining an office or transacting business within this state
and required under provisions of Sections 3401 to 3404 of the Internal Revenue Code to withhold anc
pay federal income tax on compensation paid in this state to an individual is required to deduct and
withhold from such compensation for each payroll period (as defined in Section 3401 of the Internal
Revenue Code) an amount computed in accordance with 46.2(1) and 46.2(2). lowa income tax is nc
required to be withheld on any compensation paid in this state of a character which is not subject tc
federal incomeaax withholding (whether or not such compensation is subject to withholding for feder-
al taxes other than income tax, e.g., FICA taxes), except as provided in 46.4(422).

b. Examples.Paragraptia” above may be illustrated by the following examples:

(1) Temporaryhelp. A is a typist in the offices of B corporation, where she has worked regularly
for two months. A is, however, supplied to B corporation by C, a temporary help agency located in
lowa. Crenders a weekly hill to B corporation for A's services, and C then pays A. B corporation is not
A's “employer” within Section 3401(d) of the Internal Revenue Code and B corporation is therefore
not required by the Internal Revenue Code to withhold a tax on A's compensation. Since B corporation
is not required to withhold a tax for federal purposes on A's compensation, B is not required to do so for
lowa purposes. The temporary help agency, however, is required to withhold from A's compensation
for federal purposes and must similarly do so for lowa purposes.

(2) Domestichelp. A is employed as a cook by Mr. and Mrs. B. The B'’s are required to withhold
FICA (i.e., Social Security) tax from compensation paid to A, but are not required to withhold from
such compensation for income tax under the Internal Revenue Code, because under Sectiol
3401(a)(3), As compensation does not constitute “wag8sice the B’s are not required to withhold
income tax for federal purposes, they are not required to do so for lowa purposes.

(3) Agricultural labor for which wages are paid prior to July 1, 1999is a full-time worker on
B’s farm. Asduties include soil cultivation, raising and harvesting corn and maintenance of farm tools
and equipment. B is not required to withhold from A's compensation because the wages were paic
prior to July 1, 1990, when wages for agricultural labor became subject to state income tax withhold-
ing. Therefore, B was not required to withhold for lowa tax purposes. See subparagraph (5) below
which describethe withholding of state income tax for wages paid on or after July 1, 1990, for agricul-
tural labor.

(4) ExecutivesA is a corporate executive. On January 1, 1968, A entered into an agreement with
B corporation under which he was to be employed by B in an executive capacity for a period of five
years. Under the contract, A is entitled to a stated annual salary and to additional compensation o
$10,000for each year. The additional compensation is to be credited to a bookkeeping reserve accoun
and deferred, accumulated and paid in annual installments of $5,000 on As retirement beginning Janu
ary 1, 1973. In the event of As death prior to exhaustion of the account, the balance is to be paid to A
personal representative. A is not required to render any service to B after December 31, 1972. Durin
1973, A ispaid $5,000 while a resident of lowa. The $5,000 is not excluded from “wages” under Sec-
tion 3401(a) of the Internal Revenue Code; therefore, B is required to withhold federal income tax, and,
since it iscompensation paid in this state, B must withhold lowa income tax on As deferred compensa-
tion.
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(5) Agricultural labor for which wages are paid on or after July 1, 19%&ages paid for agricul-
turallabor on or after July 1, 1990, are subject to withholding for state income tax purposes to the same
extent that the wages are subject to withholding for federal income tax purposes. In general, wages
paid after December 31, 1989, for agricultural labor are subject to federal income tax withholding, if
the employer pays more than $2,500 in wages during the year to all employees or if one employee re-
ceives $150 or more in cash remuneration in the year from the employer. The federal criteria for in-
come tax withholding on wages paid for agricultural labor are adopted for state income tax purposes,
but do not apply to wages paid for agricultural labor which are paid after December 31, 1989, but prior
to July 1, 1990.

In situations where withholding agents have voluntarily withheld state income tax from wages paid
in the period from January 1, 1990, through June 30, 1990, for agricultural labor, the tax withheld and
remitted tathe department is not subject to penalty and interest for failure to pay 90 percent of the tax by
the due date. This is because the tax was not required to be withheld, since there was no obligation to
withhold state income tax on wages paid for agricultural labor in instances when the wages were paid
before July 1, 1990.

c. Exemption from withholdingAn employer may be relieved of the responsibility to withhold
lowa income tax on an employee who does not anticipate an lowa income tax liability for the current
tax year.

An employee who anticipates no lowa income tax liability for the current tax year shall file a with-
holding allowance certificate with their employer claiming exemption from withholding. An em-
ployee who meets this criteria may claim an exemption from withholding at any time; however, this
exemption from withholding must be renewed by February 15 of each tax year that the criteria is met.
If the employee wishes to discontinue or is required to revoke the exemption from withholding, the
employee must file a new withholding allowance certificate within ten days from the date the em-
ployeeanticipates a tax liability or on or before December 31 if a tax liability is anticipated for the next
tax year. See 46.3(2).

d. Withholding fronfottery winnings.Every person, including employees and agents of the lowa
lottery agency making any payment of “winnings subject to withholding” (defined in subparagraph (1)
below) shall deduct and withhold a tax in an amount equal to 5 percent of the winnings. The tax shall be
deducted and withheld upon payment of the winnings to a payee by the person or payer making this
payment. Any person or payee receiving a payment of winnings subject to withholding must furnish
the payer with a statement as is required under Treasury Regulation §31.3402(q)-1, p&dgraph
with the information required by that paragraph. Payers of winners subject to withholding shall file a
return on Form W-2G with the Internal Revenue Service, the department of revenue and finance, and
with the payee of the lottery winnings by the dates specified in the Internal Revenue Code and in lowa
Code section 422.16. The W-2G form shall include the information described in Treasury Regulation
831.3402(q)-1, paragraph” Other informational returns shall be filed with the department of reve-
nue and finance whenever the lowa lottery agency has data which shows that the aggregate winnings
paid to an individual in the calendar year are $1,000 or more.

(1) Lottery winnings subject to withholdingottery winnings subject to withholding means any
payment where the proceeds from a wager exceed $6@0rules for determining the amount of pro-
ceeddrom a wager underr@asury Regulation Section 31.3402(q)-1, paragtegihshall apply when
determining whether the proceeds from lowa lottery winnings are great enough so that withholding is
required. This rule shall apply to winnings from tickets purchased from the Multistate Lottery to the
extent the tickets were purchased within the state of lowa.

(2) Reserved.
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e. Withholding fronprizes from games of skill, games of chance, or rafeery person making
any payment of a “prize subject to withholding” (defined in subparagraph (1) below) must deduct and
withhold a tax in an amount equal to 5 percent of the prize from a game of skill, a game of chance, or ¢
raffle. The tax must be deducted and withheld upon payment of the winnings to a payee by the persol
making this payment. Any person or payee receiving a payment of winnings subject to withholding
mustfurnish the payer with a statement as is required undestiry Regulation Section 31.2402(q)-1,
paragraplie,” with the information required by that paragraph. Payers of prizes subject to withhold-
ing must file a return on Form W-2G with the Internal Revenue Service, the department of revenue anc
finance,and with the payee of the prize by the dates specified in the Internal Revenue Code and in lows
Code sectiod22.16. The W-2G form must include the information describedeiastiry Regulation
Section 31.3402(q)-1, paragraffi Other informational returns must be filed with the department of
revenue and finance whenever the payer has data which shows that the aggregate winnings paid to :
individual in the calendar year are $1,000 or more.

(1) Prizes subject to withholdingPrizes subject to withholding means any payment of a prize
where the amount won exceeds $600.

(2) Reserved.

f.  Withholding from winnings from pari-mutuel wageBvery person making any payment of
“winnings subject to withholding” (defined in subparagraph (1) below) must deduct and withhold a tax
in an amount equal to 5 percent of the winnings from pari-mutuel wagers. The tax must be deductec
and withheld upon payment of the winnings to a payee by the person making this payment. Any persol
or payee receiving a payment of winnings subject to withholding must furnish the payer with a state-
ment as isequired under Treasury Regulation Section 31.3402(q)-1, pardgsaphith the informa-
tion required by that paragraph. Payers of winnings subject to withholding must file a return on Form
W-2G with the Internal Revenue Service, the department of revenue and finance, and with the payee ©
the winnings by the dates specified in the Internal Revenue Code and in lowa Code section 422.16. Th
W-2G form must include the information described in Treasury Regulation Section 31.3402(q)-1,
paragraphf.”

(1) Pari-mutuel winnings subject to withholding-or winnings paid from January 1, 1987,
through June 30, 1992, winnings subject to withholding means any payment of winnings from a pari-
mutuel wager where the proceeds (winnings less amount wagered) are subject to federal income ta
withholdingunder Teasury Regulation Section 31.3402(q)-1(Uhder Teasury Regulation Section
31.3402(q)-1(b), federal income tax is to be withheld only if the proceeds from the wager (a) exceed
$1,000 and (b) are at least 300 times as large as the amount of the wager.

For winnings paid on or after July 1, 1992, winnings subject to withholding are winnings in excess
of $1,000.

(2) Reserved.

g. Withholding from winnings from riverboat gambling and from winnings from slot machines at
racetracks. Effective for winnings paid on or after July 1, 1992, from slot machines on riverboat gam-
bling vessels, withholding of state income tax is required if the winnings exceed $1,200. Effective for
winnings paid on or after July 1, 1995, from slot machines at racetracks, withholding of state income
tax is required if the winnings exceed $1,200.
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46.1(2) Withholding on pensions, annuities and other nonwage payments to lowa reslkgents.
fective for nonwage payments made to individuals on or after January 1, 1992, state income tax is re-
quired to bewithheld from payments of pensions, annuities, supplemental unemployment benefits and
sick pay benefits and other nonwage income payments made to lowa residents in those circumstances
mentioned irthe following paragraphs. This subrule is to cover those nonwage payments described in
Sections 3402(0), 3402(p), 3402(s), 3405(a), 3405(b), and 3405(c) of the Internal Revenue Code.
However, no state income tax withholding is required from nonwage payments to residents to the ex-
tent those payments are not subject to state income tax. See pafggrémhthreshold amounts for
withholding from payments of pensions, annuities, individual retirement accounts, deferred com-
pensation plans, and other retirement incomes which are made on or after January Geh@gslly,
no state income tax is required to be withheld from nonwage payments to residents in circumstances
where the payment amounts are less than $200 or the taxable portions of the payments are less than
$200 in situations where the payers know the taxable amounts. In instances where a payment amount
or taxable amount is $200 or more but the payment amount or the taxable amount for the year is less
than $2,400, no state income tax is required to be withheld. In the case of some nonwage payments to
residentssuch as payments of pensions and annuities, no state income tax is required to be withheld if
no federal income tax is being withheld from the payments of the pensions and annuities. The rate of
withholding onthe nonwage payments described in this subrule is 5 percent of the payment amounts or
5 percent of the taxable amounts unless specified otherwise.

For purposes of this subrule, an individual receiving nonwage payments will be considered to be an
lowa resident and subject to this subrule if the individual’s permanent residence is in lowa. The fact
that a nonwage payment is deposited in a recipient’s account in a financial institution located outside
lowa does not mean that the recipient’s permanent residence is established in the place where the finan-
cial institution is situated.

The lowa income taxes withheld from pensions and annuities may be considered separately from
lowa income taxes withheld from wages of employees for purposes of determining when withholding
tax reports are to be filed with the department with the taxes withheld from the pensions and annuities.
However, the payers of the pensions and annuities can also elect to aggregate the lowa income taxes
withheld from pensions and annuities with the lowa income tax withheld from wages and remit the
total amount withheld with one deposit form. One of the two options for remitting withholding tax to
the department should be used for the entire calendar year.

In the case of a lump-sum distribution from a qualified retirement plan received by an lowa resident
in the tax year, state income tax is required to be withheld if the taxable amount of the distribution is
$2,400 or more and federal income tax is being withheld from the distribution.

Payers opension and annuity benefits and other nonwage payments may withhold state income tax
from these payments dhe basis of tables and formulas included in the lowa withholding tax guide of
the department of revenue and finance. State income tax is required to be withheld by payers using the
withholding formulas and withholding tables in situations when federal income tax is being withheld
from the nonwage payments.
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a. Withholding from pension and annuity payments to residents. Withholding of state income
tax is required from payments of pensions and annuities to lowa residents to the extent the payment
are made on or after January 1, 1992, and to the extent the recipients of the payments have not file
electionforms with the payers of the benefits which specify that no federal income tax is to be withheld.
Therefore, state income tax is to be withheld when federal income tax is being withheld from the pen-
sions or annuities. See paragrégh for threshold amounts for withholding from payments of pen-
sions, annuities, and other retirement incomes which are made on or after January 1, [E2@6 3G\t
daysprior to the first payment of pension or annuity benefits to an lowa resident made on or after Janu-
ary 1, 1992, the payer of the benefits may send a letter to the recipient to notify the lowa resident tha
lowa income tax will be withheld if federal income tax is being withheld from the pension or annuity.
The letter should mention that lowa income tax will be withheld at a rate of 5 percent and will be with-
heldonly from the taxable portion of the payment or from the total payment if the payer does not know
the taxable amount.

However, although lowa income tax is ordinarily required to be withheld from pension and annuity
payments made to lowa residents on or after January 1, 1992, if federal income tax is being withhelc
from the payments, no state income tax is required to be withheld if pension and annuity payments are
not subject to lowa income tax, as in the case of railroad retirement benefits which are exempt from
lowaincome tax by a provision of federal law. In addition, no lowa income tax is required from a pen-
sion or annuity payment made to an lowa resident to the extent that the payment amdaassthan
$200 orthe taxable amounts of the payments are less than $200, in instances where the payers know tt
taxable amounts of the payments.

Payers opension or annuity benefits to lowa residents may provide an option for the withholding of
state income tax from the benefits to those recipients of the pension or annuity benefits who have filec
election forms with the payers that specify no federal income tax is to be withheld from the pension or
annuity payments. The following is a sample notice that can be used to give lowa residents a separal
option for withholding of state income tax from pension or annuity benefits, although no federal in-
come tax is being withheld from the benefits. The notice for withholding of state income tax should
include the information shown below:

NOTICE OF WITHHOLDING OF STATE
INCOME TAX FROM (PENSIONS OR ANNUITIES)

Beginning on (date) the (pension or annuity) payments you refteiehe (insert name of plan or
name ofcompany) will be subject to state income tax. You have previously made an election so that no
federalincome tax is to be withheld from your (pension or annuity). No lowa income tax will be with-
heldfrom your (pension or annuity) unless you complete, date, and sign the enclosed election form anc
return it to (name and address). If no state income tax is withheld from your (pension or annuity), you
will still be subject to lowa income tax on this income. You may be subject to penalties under rules for
estimated tax if your payments of estimated tax and state withholding tax, if any, are not adequate.

If you make the election for withholding of state income tax, the amount to be withheld will be 5
percent of the taxable portion of the payment or 5 percent of the payment amount in situations where
the payer does not know how much of the payment amount is taxable. However, no state income tax i
to be withheld if the taxable portion of the (pension or annuity) is less than $2,400 on an annual basis o
lessthan $200 on a monthly basis. Your election will remain in effect until you revoke it by stating, in
writing to your payer, your intention to cease the withholding of state income tax from your (pension or
annuity). Any election or revocation will be effective no later than January 1, May 1, July 1, or October
1 after it is received, so long as it is received at least 30 days before that date.
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ELECTION FOR WITHHOLDING STATE INCOME
TAX FROM YOUR (PENSION OR ANNUITY)

Instructions: Check the box below to have state income tax withheld from your (pension or annuity).
Sign and date the election form and return the form to (insert name and address).

[J Please withhold state income tax from my (pension or annuity).

Signed:

Name Date

Return the completed election form to: (insert name and address).

b. Withholding from payments to residents from profit-sharing plans, stock bonus plans, de-
ferred compensation plans, individual retirement accounts and from annuities, endowments and life
insurancecontracts issued by life insurance companies. Effective for payments made on or after Janu-
ary 1, 1992, payments to lowa residents from profit-sharing plans, stock bonus plans, deferred com-
pensation plans, individual retirement accounts and payments from life insurance companies for con-
tracts for annuities, endowments or life insurance benefits are subject to withholding of state income
tax if federal income tax is withheld from the benefits because the recipient of the benefits has not com-
pleted the election form to specify no federal income tax is to be withheld. However, no state income
tax is to be withheld from the income tax payments described above to the extent those income tax
payments are exempt from lowa income tax. See paratgapior thresholds for withholding from
payments of pensions, annuities, individual retirement accounts, deferred compensation plans, and
other retirement incomes which are made cafier January 1, 1996. In addition, no state income tax
is to be withheld in circumstances where payment amounts are less than $200 or the taxable portions of
the payments are less than $200 in cases when the payer knows the taxable amount of the payment.
There is also no state income tax withholding in situations where the payment amount or the taxable
amount ist200 or more but the payment amount or the taxable amount for the year is less than $2,400.

At least 30 days prior to the first payment of one or more of the above described income payments
made to an lowa resident on or after January 1, 1992, the payer of the income may send a letter to the
recipient of the payment so the resident will be aware thatilmeane tax will be withheld at a 5 per-
centrate if federal income tax is being withheld. Although payers of the benefits listed at the beginning
of this paragraph are required to withhold lowa income tax from the benefit payments to lowa residents
starting onJanuary 1, 1992, only if federal income tax is being withheld from the payments, the payers
may give the lowa residents a separate option for withholding of lowa income tax in situations where
the taxpayers have filed election forms with the Internal Revenue Service to provide that no federal
income tax is to be withheld from the benefit payments. A sample notice for making the election for
withholding state income tax is found in paragrégh of this subrule. That sample notice can be
modified for purposes of notifying recipients that an election for withholding form may be completed
for withholding of state income tax from payments from profit-sharing plans, stock bonus plans, de-
ferred compensation plans, individual retirement accounts and from payments from life insurance
companies for life insurance contracts, annuities and endowments.

In cases where the recipients elect withholding of state income tax from the income payments, the
payersare to withhold from the payments at a rate of 5 percent on the taxable portion of the payment, if
that can be determined by the payer or on the entire income payment if the payer does not know how
much of the payment is taxable. Once a recipient makes an election for state income tax withholding,
that election will remain in effect until a later election is made.
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c. Withholding from payments to residents for supplemental unemployment compensation
benefits and sick pay benefits. Income payments made on or after January 1, 1992, for supplement:
unemploymentompensation benefits and sick pay benefits are subject to withholding of state income
tax under the conditions described in this paragraph. In the case of supplemental unemployment con
pensation benefits, those benefits are treated as wages for purposes of state income tax withholdin
Therefore, state income tax should be withheld from these payments when federal income tax is with-
heldbecause the payments are treated as wages. The amount of state income tax withholding should |
determined by the withholding tables provided in the lowa employers “Withholding Tax Guide.”

In the case of state income tax withholding for sick pay benefits, state income tax is to be withheld
from the benefits by the payer only if state income tax withholding is requested by the payee of the
benefits. However, payees of sick pay benefits should probably not request withholding from the
benefits if the payees are eligible for the disability income exclusion authorized in lowa Code section
422.7 and described in rule 701—40.22(422). If withholding is requested by the payee, the withhold-
ing should be done at a 5 percent rate on the sick pay benefits. However, no withholding of state in-
cometax should be made if the benefit payment is less than $200. Once withholding is started, it shoulc
continue until such time as the payee requests that no state income tax be withheld.

d. Withholding on lump-sum distributions from qualified retirement plans. Effective for lump-
sum distribution payments from qualified retirement plans made on or after January 1, 1992, to lowa
residents, state income tax is required to be withheld under the conditions described in this paragrapt
No state income tax is required to be withheld from a lump-sum distribution payment to an lowa resi-
dent in asituation where the payment is not subject to lowa income tax. See parggrdphthresh-
olds for withholding on lump-sum distributions issued on or after January 1, 1996. In addition, lowa
incometax is not required to be withheld on the distribution to the extent that the amount of the distribu-
tion orthe taxable amount, if known by the payer, is less than $2,400. lowa income tax is to be withheld
from a lump-sum distribution made to an lowa resident to the extent that federal income tax is being
withheld from the distribution. The rate of withholding of state income tax from the lump-sum dis-
tribution is 5 percent from the total distribution or 5 percent from the tagafdeint, if that amount is
known bythe payer. Note that in the case of a lump-sum distribution, the lowa income tax imposed on
the taxable amount of the distribution is 25 percent of the federal income tax on the distribution.

e. Withholding ofstate income tax from nonwage payments to residents on the basis of tax tables
and tax formulas. Effective for nonwage payments made on or after January 1, 1992résitbevas,
state income tax may be withheld from the nonwage payments on the basis of formulas and tables in
cluded inthe lowa withholding tax guide of the department of revenue and finance. See pdigigraph
for threshold amounts for withholding from payments of pensions, annuities, individual retirement ac-
counts,deferred compensation plans, and other retirement incomes which are made on or after Januar
1, 1996. When state income tax withholding is being done from the formulas or tables in the withhold-
ing guide, the amounts of the nonwage payments are treated as wage payments for purposes of
tables or the formulas.

The frequency of the nonwage payments determines which of the withholding tables to use or the
number ofpay periods in the calendar year to use in the formula. For example, if the nonwage payment
is made on a monthly basis, the monthly wage bracket withholding table should be utilized for with-
holding or 12should be utilized in the formula to indicate that there will be 12 nonwage payments in the
year.
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The payers of nonwage payments should withhold state income tax from the nonwage payments to
lowa residents when federal income tax is being withheld from the nonwage payments. The payers
should withhold from the nonwage paymentotea residents from tables or the formulas in the lowa
withholding guide on the basis of the number of withholding exemptions claimed on Form IA W4
which have been completed by the payees of the payments. However, if a payee of a nonwage payment
has not completed an 1A W4 form (lowa employee’s withholding allowance certificate) by the time a
nonwage payment is to be made by the payer of the nonwage payment, the payer is to withhold state
income tax on the basis that the payee has claimed one withholding allowance or exemption.

In a situation when a payee of a nonwage payment completes Form |IA W4 and claims exemption
from state income tax withholding when federal income tax is being withheld from the nonwage pay-
ment, the payer of the nonwage payment should withhold state income tax using one withholding al-
lowance or exemption unless the payee has verified exemption from state income tax.

This paragraplie” applies to all nonwage payments made to lowa residents, including payments of
pensions and annuities.

f.  Withholding on distributions from qualified retirement plans that are not directly rolled over.
Effective for distributions from qualified retirement plans made on or after September 1, 1993, state
incometax is to be withheld at a rate of 5 percent from the gross amount or taxable amount if known by
the payer of the distribution made to lowa residents if the distributions are not transferred directly to an
IRA, Section 403(a) annuity or another qualified retirement plan. The distributions that are subject to
state income tax withholding are those distributions that are subject to 20 percent withholding for fed-
eralincome tax purposes. However, if the gross amount or taxable amount of a distribution is less than
$2,400, state income tax withholding is not required. See pardgyagbr thresholds for withhold-
ing from payments of pensions, annuities, individual retirement accounts, deferred compensation
plans, and other retirement plans which are made on or after January 1, 1996.

g. Withholding from distributions made on or after January 1, 1996, from pensions, annuities,
individual retirement accounts, deferred compensation plans and other retirement plans. Effective for
distributions from pension plans, annuities, individual retirement accounts, deferred compensation
and other retirement plans, state income tax is generally required to be withheld from the distributions,
unlessone of the exceptions for withholding in this paragraph applies. For purposes of this paragraph,
the term “pensions and other retirement plans” includes all distributions of retirement benefits covered
by the partial exemption described in rule 701—40.47(422).

Stateincome tax is not required to be withheld from a distribution from a pension or other retirement
plan to the extent the distribution is an income which is not subject to lowa income tax, such as a dis-
tribution of railroad retirement benefits. State income tax is also not required to be withheld from a
distributionfrom a pension or other retirement plan if the amount of the distribution is $250 or less or if
the taxable amount is $250 or less, if the state taxable amount is known by the payer of the distribution.
There is no requirement for withholding state income tax from a distribution from a pension or other
retirementplan if the distribution is $500 or less and the person receiving the distribution is eligible for
the partial exemption of distributions from pensions and other retirement plans described in rule
701—40.47(422) and that person has indicated an intention to file a joint state individual income tax
return for the year in which the distribution is made. Finally, there is no requirement for withholding
from a lump-sum payment from a qualified retirement plan if the lump-sum payment is $3,000 or less
and the lump-sum payment is the only distribution from the retirement plan in the year.
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46.1(3) Voluntary state income tax withholding from unemployment benefit payments. Effective
for unemployment benefit payments made on or after January 1, 1997, that pertain to a new applicatio
for benefits made after December 31, 1996, recipients of the benefits may elect to have state income tz
withheldfrom the benefit payments at a rate of 5 percent. An individual's election to have state income
tax withheld from unemployment benefits is separate from any election to have federal income tax
withheld from the benefits.

This rule is intended to implement lowa Code sections 96.3, 99B.21, 99D.16, 99E.19, and 99F.18
and lowa Code sections 422.15 and 422.16 as amended by 1996 lowa Acts, House File 2229.

701—46.2(422) Computation of amount withheld.

46.2(1) Amount withheld.

a. Generakules. Every employer required to deduct and withhold a tax on compensation paid in
lowa to an individual shall deduct and withhold for each payroll period an amount the total of which
will approximate the employee’s annual tax liability. “Payroll period” for lowa withholding purposes
shallhave the same definition as in Section 3401 of the Internal Revenue Code and shall include “mis-
cellaneous payroll period” as that term is defined and used in that section and the regulations thereur
der.

b. Methods ofomputations Employers required to withhold lowa income tax on compensation
paid in this state shall compute the amount of tax to be withheld for each payroll period pursuant to the
methods and rules provided herein.

(1) Tables.An employer may elect to use the withholding tables provided in the lowa employers’
withholdingtax guide and withholding tables, which are available from the department of revenue and
finance.

(2) Formulas.Formulas are available upon request for employers who have a computerized pay-
roll system.

(3) Other methodsAn employer may request and be granted the use of an alternate method for
computing the amount of lowa tax to be deducted and withheld for each payroll period so long as the
alternate proposal approximates the employee’s annual lowa tax liability. When submitting an alter-
nate formula, the withholding agent should explain the formula and show examples comparing the
amount of withholding under the proposed formula with the department’s tables or computer formula
at various income levels and by using various numbers of personal exemptions. Any alternate formule
must be approved by the department prior to its use.

c. Supplementalage paymentsAn employee’s compensation may consist of wages paid for a
payroll period and supplemental wages, such as bonuses, commissions, and oveniai foayhe
same or a different period or without regard to a particular period. When such supplemental wages ar
paid, the amount of tax required to be withheld shall be determined by using the current withholding
tables offormulas. If supplemental wages are paid at the same time as regular wages, the regular table
or formulas are used in determining the amount of tax to be withheld as if the total of the supplementa
and regular wages were a single wage payment for the regular payroll period. If supplemental wage:
are paid at any other time, the regular tables or formulas are used in determining the amount of tax to b
withheld as if the supplemental wage were a single wage payment for the regular payroll period. See
subrule 46.2(3) for withholding on supplemental wage payments made on or after January 1, 1994.

d. Vacation payAmounts of so-called “vacation allowances” shall be subject to withholding as
though they were regular wage payments made for the period covered by the vacation. If the vacatior
allowance is paid in addition to the regular wage payment for such period, the allowance shall be
treated as supplemental wage payments. See subrule 46.2(3) for withholding on supplemental wag
payments made on or after January 1, 1994.
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46.2(2) Correction of underwithholding or overwithholding.

a. Underwithholding.If an employer erroneously underwithholds an amount of lowa income tax
required to be deducted and withheld from compensation paid to an employee within a payroll period,
the employer should correct the error within the same calendar year by deducting the difference be-
tween the amount withheld and the amount required to be withheld from any compensation still owed
the employee, even though such compensation may not be subject to withholding. If the error is dis-
covered in a subsequent calendar year, no correction shall be made by the employer.

b. Overwithholding.If an employer erroneously overwithholds an amount of tax required to be
deducted and withheld from compensation paid to an employee, repayment of such overwithheld
amount shall be made in the same calendar year. Repayment may be made in either of two ways: (1)
the amount of overwithholding may be repaid directly to the employee, in which case the employer
must obtain written receipt showing the date and amount of the repayment, or (2) the employer may
reimburse the employee by applying the overcollection against the tax required to be deducted and
withheld oncompensation to be paid in the same calendar year in which the overcollection occurred. If
the error is discovered in a subsequent calendar year, no repayment shall be made.

c. Cross-referenceFor effect on reporting and remitting taxes deducted and withheld when
there is an erroneous underpayment or overpayment, see 46:3(3)

46.2(3) Withholding on supplemental wage paymemghen a withholding agent makes a pay-
ment of supplemental wages to an employee on or after January 1, 1994, and the employer withholds
federal income tax on a flat-rate basis, pursuant to Treasury Regulation §31.3402(g)-1, state income
tax shall be withheld from the supplemental wages at a rate of 6 percent without consideration for any
withholding allowances or exemptions. A supplemental wage payment is the payment of a bonus,
commission, overtime pay, other special payment that is made in addition to the employee’s regular
wage payment in a payroll period.

This rule is intended to implement lowa Code section 422.16 as amended by 1994 lowa Acts, Sen-
ate File 2057.

701—46.3(422) Forms, returns and reports.

46.3(1) Employer registration.Every employer or payer required to deduct and withhold lowa
income tax must register with the department of revenue and finance by filing an “Application for
Withholding Agent’s Identification Number.” The application shall indicate the employer’s or payer’s
federal identification number. If @mployer or payer has not received a federal emplogiergifica-
tion number, the employer should obtain one before filing the state application. It must then be filed
with the department within 15 days of the date the federal employer’s identification number is as-
signed.

Whereinitial payment of wages, subject to lowa withholding tax occurs late in the calendar quarter,
or before the employer’s or payer’s federal employer’s identification number is assigned by the Inter-
nal Revenue Service, the application for lowa withholding agent’s identification number shall be for-
warded along with the first quarterly withholding return. The responsible party(ies) shall be listed on
the application and the application shall be signed by each of the responsible party(ies) so listed.
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46.3(2) Allowance certificate.

a. Generalules. On or before the date on which an individual commences employment with an
employerthe individual shall furnish the employer with a signed lowa employee’s withholding allow-
ance certificate (IA W-4) indicating the number of withholding allowances which the individual
claims, which in n@vent shall exceed the number to which the individual is entitled. The employer is
required to request a withholding allowance certificate from each employee. If the employee fails to
furnish a certificate, the employee shall be considered as claiming no withholding allon@eees.
subrule46.3(4) for information on Form |IA W-4P which is to be used by payers of pensions, annuities,
deferred compensation, individual retirement accounts and other retirement incomes to the extent th
payments of the retirement incomes are made on or after January 1, 1996.

The employer must submit to the department of revenue and finance a copy of a withholding allow-
ance certificate received from an employee if:

(1) *The employee claimed more than a total of 14 withholding allowances, or

(2) The employee is claiming an exemption from withholding and it is expected that the em-
ployee’s wages from that employer will normally exceed $200 per week.

*On or after January 1, 1991, the employer is to submit the employee’s allowance certificate to the
department of revenue and finance if the employee claimed more than 22 allowances.

Employers are required to submit withholding certificates on at least a calendar lopsigtén the
following address:

lowa Department of Revenue and Finance
Audit and Compliance Division

Hoover State Office Building

P.O. Box 10456

Des Moines, lowa 50306

The department will notify the employer whether to honor the withholding certificate or to withhold
as though the employee is claiming no withholding allowances.

b. Form and contentThe “lowa Employee’s Withholding Allowance Certificate” (IA W-4)
must be used to determine the number of allowances that may be claimed by an employee for low:
incometax withholding purposes. Generally, the greater number of allowances an employee is entitled
to claim, the lower the amount of lowa income tax to be withheld for the employee. The following
withholding allowances may be claimed on the 1A W-4 form:

(1) Personal allowances. An employee can claim one personal allowance or two if the individual
is eligible to claim head of household status. The employee can claim an additional allowance if the
employee is 65 years of age or older and another additional allowance if the employee is blind.

If the employee is married and the spouse either does not work or is not claiming an allowance on ¢
separate W-form, the employee can claim an allowance for the spouse. The employee may also claim
an additional allowance if the spouse is 65 years of age or older and still another allowance if the spous
is blind.

(2) Dependenallowances. The employee can claim an allowance for each dependent that the em-
ployee will be able to claim on the employee’s lowa return.

(3) Allowancesfor itemized deductions. The employee can claim allowances for itemized deduc-
tions to the extent the total amount of estimated itemized deductions for the tax year for the employee
exceedshe applicable standard deduction amount by $200. In instances where an employee is marrie
and the employee’s spouse is a wage-earner, the total allowances for itemized deductions for the en
ployee and spouse should not exceed the aggregate amount itemized deduction allowances to whic
both taxpayers are entitled.
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(4) Allowances for the child/dependent care credit. Effective for lowa income taxes withheld on
or after January 1, 1991, employees who expect to be eligible for the child/dependent care credit for the
tax year can claim withholding allowances for the credit. The allowances are determined from a chart
included orthe 1A W-4 form on the basis of net income shown on the lowa return for the employee. If
the employee is married and has filed a joint federal return with a spouse who earns lowa wages subject
to withholding, the withholding allowances claimed by both spouses for the child/dependent care cred-
it should not exceed the aggregate number of allowances to which both taxpayers are entitled. Note
that effective for state income tax withheld on or after January 1, 1994, taxpayers that expect to have a
net income of $40,000 or more for the tax year should not claim withholding allowances for the child
and dependent care credit, since they are not eligible for the credit.

c. Change in allowances which affect the current calendar year.

(1) Decrease.If, on any day during the calendar year, the number of withholding allowances to
which an employee is entitled is less than the number of withholding allowances claimed by the indi-
vidual on a withholding certificate then in effect, the employee must furnish the employer with a new
lowa withholding allowance certificate relating to the number of withholding allowances which the
employeethen claims, which must in no event exceed the number to which the employee is entitled on
such day.

(2) Increase.If, on any day during the calendar year, the number of withholding allowances to
which an employee is entitled is more than the number of withholding allowances claimed by the em-
ployee orthe withholding allowance certificate then in effect, the employee may furnish the employer
with anew lowa withholding allowance certificate on which the employee must in no event claim more
than the number of withholding allowances to which the employee is entitled on such day.

d. Change in allowances which affect the next calendar yeamn any day during the calendar
year, the number of withholding allowances to which the employee will be, or may reasonably be ex-
pected tdoe, entitled to for the employee’s taxable year which begins in, or with, the next calendar year
is different from the number to which the employee is entitled on such day, the following rules shall
apply:

(1) If such number is less than the number of withholding allowances claimed by an employee on
an lowa withholding allowance certificate in effect on such day, the employee must within a reasonable
time furnish the employee’s employer with a new withholding allowance certificate reflecting the de-
crease.

(2) If such number is greater than the number of withholding allowances claimed by the employee
on an lowa withholding allowance certificate in effect on such day, the employee may furnish the em-
ployee’s employer with a new withholding allowance certificate reflecting the increase.

e. Duration of allowance certificateAn lowa withholding allowance certificate which is in ef-
fect pursuant to these regulations shall continue in effect until another withholding allowance certifi-
cate takes effect.
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46.3(3) Reports and payments of income tax withheld.

a. Returns of income tax withheld from wages.

(1) Quarterly eturns. Except as otherwise provided in 46.363)(3) or 46.3(3)b,” every with-
holding agent required to deduct and withhold tax on compensation paid for personal services in lowe
shallmake a return for the first calendar quarter in which such tax is deducted and withheld and for each
subsequent calendar quarter, whether or not compensation is paid therein, until a final return is filed.
The withholding agent’s “Quarterly Withholding Return” is the form prescribed for making the return
required under this paragraph. Monthly tax payments may also be required or semimonthly tax pay-
ments may be required instead of quarterly or monthly reports. See subparagraphs (2) and (3) o
46.3(3)a.” In some circumstances, only an annual return and payment of withheld taxes will be re-
quired; see 46.3(3%).”

Paymentshall be based upon the tax required to be withheld and must be remitted in full. Payment
should not be deferred and should accompany the quarterly return.

A withholding agent is not required to list the name(s) of the agent's employee(s) when filing quar-
terly returns, nor is the withholding agent required to show on the employee’s paycheck or voucher the
amount of lowa income tax withheld.

If a withholding agent’s payroll is not constant, and the agent finds that no wages or other compensa-:
tion was paid during the current quarter, the agent shall enter the word “none” on the return, sign, anc
submit the return as usual.

(2) Monthly eports. Every withholding agent required to file a quarterly withholding return shall
also file a monthly tax payment form if the amount of tax deducted and withheld during any calendar
month exceeds $50. A withholding agent needs to file a monthly form even if no payment is due. No
monthly form is required for the third month in any calendar quarter. The information otherwise re-
quired to beeported on the monthly form for the third month in a calendar quarter shall be reported on
the quarterly return filed for that quarter and no monthly form need be filed for such month. The
“Monthly Withholding Return” is provided for use with the payments required under this paragraph.

(3) Semimonthly reportsEvery withholding agent who withholds more than $8,000 in a semi-
monthly period must file a semimonthly tax payment form, unless requirements for electronic trans-
mission of tax payments and related information specify otherwise, instead of monthly or quarterly
withholding reports. A semimonthly period is defined as the period from the first day of a calendar
monththrough the fifteenth day of a calendar month, or the period from the sixteenth day of a calendar
month hrough the last day of a calendar month. When semimonthly reports or electronic transmission
of tax payments and related information are required, a withholding agent need not file monthly or
quarterly reports. The withholding agent’'s “Semimonthly Withholding Return” is provided for use
with the payments required under this paragraph unless requirements for electronic transmission of ta
payments and related information specify otherwise.

(4) Final returns. A withholding agent, who in any return period permanently ceases doing busi-
nessshall file the returns and statements required by subparagraphs (1), (2) and (3) of this paragraph &
final returns for such period. Each return shall be marked “Final Return.” There shall be executed as
part ofeach final return a statement showing the date of the last payment of compensation, the addres
of which the information in regard to withholding will be kept, the name of the person keeping such
records, and if the business of the withholding agent has been sold or otherwise transferred to anothe
personthe hame and address of such person and the date of which such sale or transfer took place. Ifr
suchsale or transfer took place or if the withholding agent does not know the name and address of the
person to whom the business was sold or transferred, that fact should be included in the statement.
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b. Time for filing returns.

(1) Quarterly returns.Each return required by 46.3{&) (1) shall be filed on or before the last
day of the first calendar month following the calendar quarter for which such return is made.

(2) Monthly tax paymentsMonthly forms required by 46.3(%)" (2) shall be filed on or before
the fifteenth day of the second and third months of each calendar quarter.

(3) Semimonthly tax payment&emimonthly forms required by 46.3(&) (3) for the semi-
monthly period from the first day of the month through the fifteenth day of the month shall be filed with
payment of the tax on or before the twenty-fifth day of the same month unless requirements for elec-
tronic transmission of tax payments and related information specify otherwise. The semimonthly
forms required by 46.3(3)" (3) for the semimonthly period from the sixteenth day of the month
throughthe last day of the month shall be filed with payment of the tax on or before the tenth day of the
month following the month in which the tax is withheld unless requirements for electronic transmis-
sion of tax payments and related information specify otherwise.

For withholding that occurs on or after April 1, 1990, semimonthly tax payments of withholding
agents required tile semimonthly shall be made electronically in a format and by means specified by
the department of revenue and finance. Semimonthly forms are not required to be filed when electron-
ic transmission of tax payments is done in the prescribed format by speeified. Taypayments are
considered to have been made on the date that the tax is added to the bank account designated by the
treasurer of the state of lowa.

(4) Determination ofiling status. lowa Code section 422.16 provides, based on the amount of tax
collected, how often withholding agents file deposits or returns with the department.

The department will determine if the withholding agent’s current filing status is correct by review-
ing the most recent four quarters of the withholding agent’s filing history.

The following criteria will be used by the department to determine if a change in filing status is war-
ranted.

Filing Status Statutory Requirement Test Criteria

Semimonthly $8,000 in tax in a Tax remitted in 3 of most recent
semimonthly period. 4 quarters exceeds $48,000.

Monthly $50 in tax in a month. Tax remitted in 3 of most recent

4 quarters exceeds $150.

Quarterly All other filers. All other filers except annual
filers. See 46.3(3}" (2).

When it is determined that a withholding agent’s filing status is to be changed, the withholding
agent will be notified and will be given 30 days to provide the department with a written request to
prevent the change.

Withholding agents may request that they be allowed to file less frequently than the filing status
selected by the department but exceptions will only be granted in two instances:

1. Incorrect historical data is used in the conversion. A business may meet the criteria based on
information available to the computer, but upon investigation, the filing history may prove that the
business does not meet the dollar criteria because of adjustments, amended returns, or requests for re-
funds.

2. Data available may have been distorted by the fact that it reflected an unusual pattern in tax
collection. The factors causing such a distortion must be documented and approved by the income tax
division.
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Exceptions will not be granted in instances where the withholding agegiiest is based on a de-
cline inbusiness activity, reduction in employees or other potentially temporary business action which
will affect current and future reporting.

Withholding agents will be notified in writing of approval or denial to their request for reducing
filing periods.

Withholding agents may request that they be allowed to file more frequently than the filing status
selected by the department. Approval will be granted based upon justification contained in the with-
holding agent’s request.

c. Reporting annual withholding.

(1) Any withholding agent who does not have employee withholding, but who is required to with-
hold state income tax from other distributions is exempted from the provisions of subparagraphs (2)
and (3) of 46.3(3p,” if these distributions are made annually in one calendar quarter. These with-
holding agents need only comply with the reporting requiremerie ane calendar quarter in which
the tax is withheld, and make the required year-end reports.

(2) Everywithholding agent employing not more than two individuals and who expects to employ
either orboth for the full calendar year, may pay with the withholding tax return due for the first calen-
dar quarter of the year, the full amount of income taxes which would be required to be withheld from
the wages for the full calendar year. The withholding agent shall advise the withholding section of the
lowa department of revenue and finance that annual reporting is contemplated, and shall also state tt
number of persons employed. The withholding agent shall compute the annual withholding from
wages bydetermining the normal withholding for one pay period and multiply this amount by the total
number ofpay periods within the calendar year. No lump sum of payment of withheld income tax shall
be made without the written consent of all employee(s) involved. Consent may be affected by having
the employee(s) complete the form “lowa Employees Consent to Advance Annual Withholding.” The
withholding agent shall be entitled to recover from the employee(s) any part of such lump-sum pay-
ment that represents an advance to the employee(s). If a withholding agent pays a lump sum with th:
first quarterly return, the agent shall be excused from filing further quarterly returns for the calendar
year involved unless the agent hires other or additional employees. Information returns and the “Veri-
fied Summary Report” shall be filed at the end of the tax year.

d. Reports for employee.

(1) General rule.Every employer required to deduct and withhold tax from compensation of an
employee must furnish to each employee with respect to the compensation paid in lowa by such em
ployer during the calendar year, a statement in duplicate containing the following information: the
name, address, and federal employer identification number of the employer; the name, address, an
social security number of the employee; the total amount of compensation paid in lowa; the total
amount deducted and withheld as tax under 46.1(1).

(2) Form ofstatementThe information required to be furnished an employee under the preceding
paragraph shall be furnished on an Internal Revenue Service combined Wage Stadefagnt, Form
W-2, hereinafter referred to as “combined W-2.” Any reproduction, modification or substitution for a
combined W-2 by the employer must be approved by the department.

(3) Time for furnishing statemenEach statement required by this section to be furnished for a
calendar year, and each corrected statement required for any prior year shall be furnished to the en
ployee on obefore January 31 of the year succeeding such calendar year, or if an employee’s employ-
ment isterminated before the close of a calendar year, without expectation that it will resume during the
samecalendar year, within 30 days from the day on which the last payment of compensation is made, if
requested bguch employee. See 46.3€8) for provisions relating to the filing of copies of combined
W-2 with the lowa department of revenue and finance.
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(4) Corrections.An employer must furnish a corrected combined W-2 to an employee if, after the
original statement has been furnished, an error is discovered in either the amount of compensation
shown to have been paid in lowa for the prior year or the amount of tax shown to have been deducted
and withheld in the prior year. Such statement shall be marked “corrected by the employer.” See
46.3(3)e” for provisions relating to the filing of a corrected combined W-2 with the department.

(5) Undelivered combined A&, Any employee’s copy of the combined W-2 which, after reason-
able effort, cannot be delivered to an employee, shall be transmitted to the department with a letter of
explanation.

(6) Lost or destroyedIf the combined W-2 is lost or destroyed, the employer shall furnish two
substitute copies to the employee and one copy to the department. All such copies shall be clearly
marked “Reissued by Employer.”

e. Year-end verified summary reports.

(1) Every withholding agent required to withhold lowa income tax under subrules 46.1(1) and
46.4(1) shall furnish to the department of revenue and finance on or before the last day of February
following the tax year, copies of the withholding statements required under paragraph'd8.3(3)

(2) The withholding statements required under subparagraph (1) of this paragraph shall be accom-
panied by a withholding information statement entitled “Verified Summary Report” which is also due
on or before the last day of February following the tax year.

(3) The copies of wage and tax statements for the current calendar year transmitted with the “Veri-
fied Summary Report” shall be accompanied by a list of the amounts of tax withheld shown on the
statements. If a@mployer’s total payroll is made up on the basis of a number of separate units or estab-
lishments, the statements may be assembled accordingly and a separate list or tape submitted for each
unit. In such case, a summary list or tape should be submitted, the total of which will agree with the
corresponding entry made on the “Verified Summary Report.” If the number of statements to be sub-
mitted is lage, they may be forwarded in packages of convenient size. When submitted in this manner,
the packages should be identified with the nhame of the employer and consecutively numbered, and the
“Verified Summary Report” should be placed in the first package. The number of packages should be
indicated immediately after the employer’s name on the “Verified Summary Report.”

(4) If an employer issues a corrected copy of a combined W-2 to an employee for a prior calendar
year (see 46.3(3)") a copy shall be submitted to the department on or before the date fixed for filing
the employer’s quarterly return of tax withheld for the period ending December 31 of the year in which
the correction is made, or for any period in the year for which the return is made as a final return. The
copies of the combined W-2 shall be accompanied by a statement explaining the corrections and sub-
mitted separately from the department’s copies of the combined W-2 being submitted for the current
calendar year.

(5) Upon obtaining consent of the department of revenue and finance, an employer may submit
the information contained on a combined W-2 on magnetic tape in lieu of the copies of the combined
W-2 required to be submitted under subparagraph (1) of this paragraph. The consent shall be applied
for in a written request to the Taxpayer Services Section, lowa Department of Revenue and Finance,
P.O. Box 10457, Des Moines, lowa 50306.



IAC 1/31/96, 6/3/98 Revenue and Finance[701] Ch 46, p.17

f.  Withholdingdeemed to be held in trugtunds withheld from wages for lowa income tax pur-
poses are deemed to be held in trust for payment to the lowa department of revenue and finance. Tt
stateand department shall have a lien upon all the assets of the employer and all the property used in th
conduct of the employer’s business to secure the payment of the tax as withheld under the provisions ¢
thisrule. An ownergconditional vendor, or mortgagee of property subject to such lien may exempt the
propertyfrom the lien granted to lowa by requiring the employer to obtain a certificate from the depart-
ment, certifying that such employer has posted with the department security for the payment of the
amounts withheld under this rule.

g. Payment of tax deducted and withheldhe amount of tax shown to be due on each return re-
quired to bdiled under 46.3(3) shall be due on or before the date on which such return is required to be
filed.

h.  Correctionof underpayment or overpayment of taxes withheld.

(1) Underpaymentlf a return is filed for a return period under 46.3(422) and less than the correct
amount oftax is reported on the return and paid to the department, the employer shall report and pay the
additional amount due by reason of the underpayment on the next quarterly return. An explanation
must beattached to the return for the period in which the underpayment is corrected, and the appropri-
ate entry made on the quarterly withholding return.

(2) Overpaymentlf an employer remits more than the correct amount of tax for a return period
under this rule and the overpayment is discovered in a subsequent return period under this rule an
within the same calendar year of the overpayment, the empi@yecorrect the error on a subsequent
return to be filed for a period within the same calendar year. An explanation must be attached to the
return on which the error is corrected. If the overpayment is discovered in a subsequent calendar yea
the employer may correct the error by filing a “Claim for Refund” form with the department.

46.3(4) lowa W-4P—uwithholding certificate for pension or annuity paymeffective for pay-
ments made on or after January 1, 1996, from pension plans, annuity plans, individual retirement ac
counts, or deferred compensation plans to residents of lowa, payors of these retirement benefits are
use Form |IA WAP for withholding of state income tax from the benefits. Generally, state income tax is
required to be withheld from payments of distributions from the retirement incomes described above
when federal income tax is being withheld from the payments. However, no state income tax is re-
quired to be withheld from a payment to the extent the monthly payment amount is $250 or less or the
taxable amount is $250 or less in cases where the payor knows the taxable amount of the payment.
addition, ncstate income tax is required to be withheld to the extent the payment amount is $500 or less
or the taxable amount of the payment is $500 or less if the payee is eligible for the retirement benefit:
exclusiondescribed in rule 701—40.47(422) and the payee indicates intentibe BoW4P of filing
a joint lowa individual income tax return with a spouse for the tax year.

Form IA W4P is available from the department for payors of retirement benefits that intend to with-
hold at a rate of 5 percent from the payment amount or taxable payment amount after the $3,000 tc
$6,000exclusion is considered. Note that the $3,000 to $6,000 exclusion is to be allocated to all retire-
ment benefit payments made in the year and not just the first $3,000 to $6,000 in payments made in th
year to an individual. If an individual receives retirement benefits on or after January 1, 1996, and the
individual has not completed Form IA W-4P, the payor is to withhold lowa income tax from the retire-
ment benefit payment after a $3,000 exclusion is allowed on an annual basis.

Payors of retirement benefits who want to use withholding formulas or tables to withhold state in-
come tax instead of at the 5 percent rate may design their own 1A W-4P withholding certificate form
without approval of the department.

The payors are not responsible for improper choices made by a payee in completion of the IA W-4P.
However,payors cannot accept a request for exemption from the withholding of state income tax made
by a payee if federal income tax is being withheld unless the payee is eligible for exemption from with-
holding.
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This rule is intended to implement lowa Code Supplement section 422.7 and lowa Code sections
422.12C and 422.16.

701—46.4(422) Withholding on nonresidents.

46.4(1) General rules.Payers of lowa income to nonresidents are required to withhold lowa in-
cometax and to remit the tax to the department on all payments of lowa income to nonresidents except
payments of wages to nonresidents engaged in film production or television production made on or
after January 1, 1986, described in subrule 46.4(5), income payments for agricultural commodities or
products made on or after January 1, 1985, which are described in subrule 46.4(6), and deferred com-
pensation payments, pension, and annuity payments made on or after January 1, 1992, attributable to
personal services in lowa by the nonresidents. Withholding agents should use the following methods
and rates in withholding for nonresidents:

a. Wages or salariesUse the same withholding procedures, tables, formulas, and rates as are
used for residents. See rule 46.2(422). Subrule 46.4(5) is an exception to the general rule.

b. Paymentsther than wages or salaries for tax years beginning before January 1, E888&x
yearsbeginning before January 1, 1988, withholding on payments other than wages or salaries or other
compensation for personal services shall be computed using the current withholding tables on gross
receiptsremitted to the nonresident if the withholding agent has no control over related expenses; or on
net income if proper books and records are available to the withholding agent. Subrule 46.4(6) de-
scribes an exception to withholding on income payments made to nonresidents on or after January 1,
1985, for the sale of agricultural commodities or products.

c. Payments other than wages, salaries, and other compensation for personal sentaes for
years beginning on or after January 1, 1988r tax years beginning on or after January 1, 1988, in
lieu of using withholding tables or computer formulas to determine the amount of lowa income tax to
be withheld from payments made to nonresidents other than for salaries, wages, or other compensation
for personal services, or income payments to nonresidents for agricultural commodities or products,
lowa income tax should be withheld at a rate of 5 percent of the amount of the payment. Subrule
46.4(6) describethe optional exemption from withholding of income payments made on or after Janu-
ary 1, 1985, to nonresidents for the sale of agricultural commodities or products.

Nonresidentsvho prefer to make lowa estimate payments instead of having lowa income tax with-
held from income payments from lowa sources should refer to subrule 46.4(3) and rule
701—49.3(422).

46.4(2) Income of nonresidents subject to withholdihgted below are various types of income
paid to nonresidents which are subject to withholding tax. The list is for illustrative purposes only and
is not deemed to be all-inclusive.

1. Personal service, including salaries, wages, commissions and fees for personal service wholly
performed within this state and such portions of similar income of nonresident traveling salespersons
or agents as may be derived from services rendered in this state.

2. Rents and royalties from real or personal property located within this state.

3. Interest or dividends derived from securities or investments within thisveltesie such inter-
ests or dividends constitute income of any business, trade, profession or occupation carried on within
this state and subject to taxation.

4. Income derived from any business of a temporary nature carried on within this state by a non-
resident, such as contracts for construction and similar contracts.

5. The distributive share of a nonresident beneficiary of an estate or trust, limited, however, to the
portion thereof subject to lowa income tax in the hands of the nonresident.
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6. Income derived from sources within this state by attorneys, physicians, engineers, account-
ants, and similar sources as compensation for services rendered clients in this state.

7. Compensation received by nonresident actors, singers, performers, entertainers, and wrestler
for performances in this state. See subrule 46.4(5) for an exception to this rule.

8. For compensation or wages paid prior to July 6, 1990, to nonresident employees rendering reg:
ular services for interstate common carriers such as railroads, trucking firms, airlines, bus companies
towing firms, etc., in more than one stdke wages shall be subject to lowa withholding on that por-
tion of the wages for services in lowa providing more than 50 percent of the compensation paid by the
carrier to such employee is earned in lowa during the preceding calendar year. If the nonresident em
ployee ofthe interstate carrier does not earn more than 50 percent of the compensation from the carrie
in lowa during the preceding calendar year, then withholding for lowa income tax is not required. Sim-
ilar provisions are likewise applicable to the wages received by nonresident employees of private prop-
erty motor vehicle carriers. If the employee of the interstate common carrier or the private property
carrier is a resident of lowa, withholding on the total wages of the resident employee is required if the
resident employee does not earn more than 50 percent of the compensation from the carrier in any or
state. (Additional information may be obtained by referring to P.L. 91-569 as passed by the U.S. Con-
gress and signed by the President, effective January 1, 1971.) For withholding on compensation o
wages paid on or after July 6, 1990, to nonresidents or part-year residents who earn compensation i
lowaand one or more states as an employee for an interstate motor carrier or an interstate rail compan
see paragraph 12 in this subrule.

9. The lowa gross income of a nonresident, who is employed and receiving compensation for
services, shall include compensation for personal services which are rendered within this state. Com
pensation for personal services rendered by a nonresident wholly without the state is excluded fror
gross income of the nonresident even though the payment of such compensation may be made by
resident individual, partnership or corporation.

10. The gross income from commissions earned by a nonresident traveling salesperson, agent ¢
otheremployee for services performed or sales made whose compensation depends directly on volum
of business transacted by the nonresident, includes that proportion of the total compensation receive
which the volume of business or sales by the employee within this state bears to the total volume of
business or sales within and without the state.

11. Payments made to landlords by agents, including elevator operators, for grain or other com-
modities which have been received by the landlord as rent constitute taxable income of the landlord
when sold by the landlord. See subrule 46.4(6) for the exemption from withholding on incomes paid
on or after January 1, 1985, to nonresidents for the sale of agricultural commodities or products.

12. Wages paid on or after July 6, 1990, to nonresidents of lowa who earn the compensation from
regularly assigned duties in lowa and one or more other states for a railway company or for a motor
carrier are not taxable to lowa. Pursuant to P.L. 101-322, the nonresidents in this situation are subjec
only tothe income tax laws of their states of residence. Thus, when an lowa resident performs regular-
ly assigned duties in two or more states for a railroad or a motor carrier, the only state income tax tha
should bawithheld from the wages paid for these duties is lowa income tax. P.L. 101-322eptigef
on July 6, 1990, and is the Amtrak Reauthorization and Improvement Act of 1990.

46.4(3) Nonresident certificate of releas&Vhere a nonresident payee makes the option to pay
estimatedowa income tax, a certificate of release from withholding will be issued by the lowa depart-
ment of revenue and finance, estimate tax section, to the designated payers. The certificate of releas
will be forwarded to the specified withholding agent(s) and payer(s), and will state the amount of in-
comecovered by the estimated tax payment. Any income paid in excess of the amount so stated will be
subject tawvithholding tax at the current rate. See 701—Chapter 49 for information on making estimate
payments.
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46.4(4) Recovering excess tax withhell.nonresident payee may recover any excess lowa in-
come tax withheld from income of the payee by filing an lowa income tax return after the close of the
tax year and reporting income from lowa sources in accordance with the income tax return instruc-
tions.

46.4(5) Exemption from withholding of nonresidents engaged in film production or television pro-
duction inthis state.For tax years beginning on or after January 1, 1986, nonresidents engaged in film
production or television production in this state are not subject to state withholding on wages earned
from this activity if the nonresidents’ employer has applied to the department for exemption from with-
holding of state income tax and the employer’s application includes the following information about
the nonresident employees:

a. The employees’ names.

b. The employees’ permanent mailing addresses.

c. The employees’ social security numbers.

d. The estimated amounts the employees are to be paid for services provided by the employees in
this state.

The employer’s application for exemption from withholding for the nonresident employees will not
be approved by the department if the employer fails to provide all the required information.

Only those nonresident employees described in the application for exemption from withholding
will be covered when the application is approved by the department. If additional nonresident em-
ployees are hired after the initial application for exemption is filed, those employees should be de-
scribed in an amendment to the application for exemption which must be filed with the department of
revenue and finance.

Applications for exemption from withholding for nonresident employees engaged in film produc-
tion or television production should be directed to the Taxpayer Services Section, Technical Services
Division, lowa Department of Revenue and Finance, Hoover State Office Building, P.O. Box 10457,
Des Moines, lowa 50306.

46.4(6) Retroactive exemption from withholding of state income tax from income payments made
to nonresidents by withholding agents for the sale of agricultural commaalifeducts if the with-
holding agents making the income payments provide the depadfmenénue and finance with cer-
tain information about the salesRetroactive to January 1, 1985, withholding agents are not required to
withhold state income tax from income payments made to nonresidents or representatives of the non-
residents for the sales of agricultural commodities or products, if the withholding agents provide cer-
tain information to the department of revenue and finance about the sales. The following paragraphs
describe the agricultural commodities and products that are included in the exemption from withhold-
ing, specify the information needed on the sales and clarify other issues related to the exemption from
withholding. Subrule 49.3(3) describes an election for withholding agents to make estimate payments
on behalf of nonresident taxpayers for net incomes of the nonresidents from agricultural commodities
or products in tax years beginning on or after January 1, 1989.

a. Agricultural commodities or products included in the exemption from withholding. With-
holding agents are not required to withhold state income tax from income payments they make on or
after January 1, 1985, to nonresidents or representatives of the nonresidents for the sale of commodity
credit certificates, grain (corn, soybeans, wheat, oats, etc.), livestock (cattle, hogs, sheep, horses, etc.),
domestic fowl (chickens, ducks, turkeys, geese, etc.), or any other agricultural commodities or prod-
ucts, if the withholding agents provide the department of revenue and finance with the information
specified in paragrapth” of this subrule.
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b. Information to be provided to the department for years beginning in 1988 by withholding
agents claiming exemption from withholding on income payments made to nonresidents for the sales
of agricultural items. The following information is to be provided on a listing to the department of
revenue and finance by withholding agents electing exemption from withholding of state income tax
on income payments, made in the calendar year, starting with the 1988 year, to nonresidents or repre
sentatives of the nonresidents on the sales of agricultural commodities or products made in the yeal

(1) Name of the nonresident (last name, first name and middle initial).

(2) Home address of the nonresident.

(3) Social security number of the nonresident.

(4) Aggregate payments made in the calendar year for the nonresident (includes payments mad
to a representative of the nonresident on behalf of the nonresident).

(5) Nexus verification—Two digit lowa county code number of the first one of the following that
applies to the nonresident:

1. County in which the nonresident owns real property or personal property.

2. County in which the nonresident leases real property or personal property.

3. County in which the nonresident has agricultural products stored or livestock was located.

4. County where the nonresident has performed custom farming activities in the year.

5. County where the nonresident has other business activities in lowa other than merely sales ac
tivities.

If a nonresident does not own or lease property in lowa or have other nexus or connection with lowa
as described in 46.4(®)' (5),items “3,” “4,” and “5,” the nonresident is not subject to lowa income
tax on the income payments for agricultural commodities or products and the nonresident’s income
payments should not be included on the listing.

In a situation where a withholding agent is unable to get all the information that is to be provided to
the department on income payments on sales of agricultural items, the agent is relieved of the require
ment towithhold if the agent can provide written evidence showing an attempt was made to acquire all
the information.

The listing of aggregate income payments to nonresidents with an lowa nexus for sales of agricul-
tural commodities and products in the calendar year should be sent to the department by the withhold
ing agent on or before April 1 of the year following the year in which the income payments were made.
In lieu of the listing, the withholding agent may compile the information on aggregate income pay-
ments to nonresidents on a magnetic tape, provided the tape meets departmental guidelines describ
in rule 701—8.31(421,422).

The listing or magnetic tape should be sent to the following address: lowa Department of Revenue
and Finance, Audit and Compliance Division, Individual Section, Hoover State Office Building, P.O.
Box 10456, Des Moines, lowa 50306.

A withholding agent is not exempt from withholding of state income tax on income payments to
nonresidents on sales of agricultural commodities or products if the withholding agent does not pro-
vide the department of revenue and finance with information on income payments made during the
year by April 1 of the subsequent year.

c. Information which may be required from withholding agents claiming exemption from with-
holding on income payments made in the 1985, 1986, and 1987 years. Withholding agents claiming
exemptionfrom withholding of state income tax on income payments made to nonresidents for sales of
agricultural commodities or products in 1985, 1986, and 1987 may be required to provide the depart-
ment of revenue and finance the same information on the sales transactions as was described |
46.4(6)b,” paragraphs (1) to (5). However, the withholding agent is not to submit the information to
the department unless the withholding agent receives a specific request for the information from the
department of revenue and finance.
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Withholding agents claiming exemption from withholding of state income tax from income pay-
mentsmade in 1985, 1986, and 1987 to nonresidents on sales of agricultural commodities and products
are not exempt from withholding if the withholding agents do not provide the information on the sales
transactions which is requested by the department of revenue and finance.

Claims for refund for withholding tax that was paid for income payments made in 1985, 1986, and
1987will be approved to the extent the withholding tax was attributable to income payments to nonres-
idents for the sales of agricultural commodities and products and to the extent that the claims for refund
were made within the statute of limitations for refunds provided in lowa Code section 422.73. There-
fore, the refund claims will be considered valid if the claims were filed within three years of the date the
withholding tax was due or within one year from the time the withholding tax was paid, whichever time
is later.

46.4(7) Exemption from withholding of payments made to nonresidents for deferred compensa-
tion, pensions, and annuitie§or tax years beginning on or after January 1, 1992, state income tax
withholding is not required from payments of deferred compensation, pensions, and annuities made to
nonresidents dbwa which are attributable to personal services of the nonresidents in lowa. However,
the payments are subject to lowa income tax except in situations where the deferred compensation,
pension, or annuity was earned from personal services in lowa by lllinois residents during the period
where the lowa-lllinois reciprocal agreement was applicable.

Effective for payments of deferred compensation, pensions and annuities made to nonresidents of
lowa on orafter January 1, 1993, payers of these payments can elect to withhold lowa income tax from
the payments if the payers choose to withhold lowa income tax and the recipients of the payments re-
quest that lowa income tax be withheld.

This rule is intended to implement lowa Code sections 422.15, 422.16, 422.17, and 422.73.

701—46.5(422) Penalty and interestRenumbered as 701—10.50(422), IAB 1/23/91.

701—46.6(422) Whholding tax credit to workforce development fund. Upon payment in full of a
certificate of participation or other obligation issued to fund a job training program under lowa Code
chapter260E which occurs on or after July 1, 1995, the community college which provided the training
is to notify the department of economic development of the amount paid by the employer or business to
the community college during the previous 12 months. The department of economic development is to
notify the department of revenue and financthisfamount. The department is to credit 25 percent of
this amount to the workforce development fund in each quarter for the next ten years from the with-
holdingtax paid by the employer or business. If the withholding tax paid by the employer or business
for a quarter is not sufficient to cover the sum to be credited to the workforce development fund, the
sum to be credited is to be reduced accordingly. The aggregate amount from all employers to be trans-
ferred to the workforce development fund in a year is not to exceed $10 million. For purposes of this
rule, “year” means the period from July 1, 1995, through June 30, 1996, the period from July 1, 1996,
through June 30, 1997, and subsequent fiscal year periods.

This rule is intended to implement lowa Code Supplement section 422.16A as amended by 1996
lowa Acts, Senate File 2351.
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